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Reduction of Social Security
Withholding Rate for 2012
-by Neil E. Harl*  
 The Congress, in late 2011, temporarily extended the two percentage point Social Security 
tax reduction for employees that was in effect for 2011, continuing the reduction of the 
withholding rate from 6.2 percent to 4.2 percent of wages paid through February 29, 2012.1 
The original rate reduction was in the Tax Relief Act of 20102 which reduced the employee 
share of the OASDI portion of Social Security taxes from 6.2 percent to 4.2 percent for 
wages earned in calendar year 2011 up to the taxable wage base of $106,800.3  For self-
employed individuals, the reduced rate was 10.4 percent on self-employment income up to 
the threshold of $106,800.4
The “two month” extension into 2012
	 Because	 of	 the	 difficulty	 in	 obtaining	 sufficient	 support	 for	 passage	 of	 an	 extension	
for	the	entire	year	of	2012,	the	Congress	first	enacted	a	two-month	extension	of	the	2010	
enactment.5 This reduced Social Security withholding rate, as with the 2010 enactment, had 
no	effect	on	employees’	future	social	security	benefits.	Because	of	the	late	2011	enactment,	
employers were asked to implement the new payroll tax rate as soon as possible in 2012 
but not later than January 31, 2012.6 For any Social Security tax which was over withheld 
during January, 2012, employers were directed to make an offsetting adjustment in workers’ 
pay as soon as possible but not later than March 31, 2012.7 The Act continued the payroll 
tax reduction for self-employed individuals at 59.6 percent of the portion of taxes attributed 
to I.R.C. § 1401(a) as does not exceed the amount of self-employment income exceeding 
the limit imposed on employees.8
 The “two month” law also included a “recapture” provision which applied to employees 
receiving more than $18,350 in wages during the two-month period.9 The Social Security 
wage base for 2012 had been set at $110,100. This provision imposes an additional income 
tax on higher-income employees in an amount equal to two percent of the amount of 
wages they receive during the two-month period in excess of $18,350 (and not greater 
than $110,100). This additional recapture tax was an add-on to income tax liability that 
the employee would otherwise pay for 2012 and was not subject to reduction by credits 
or deductions. The recapture tax applied to both FICA tax and the reduced RRTA tax on 
employees.10	The	recapture	tax	was	to	be	payable	in	2012	when	the	employees	filed	his	or	
her income tax return for the 2012 tax year. 
______________________________________________________________________ 
* Charles F. Curtiss Distinguished Professor in Agriculture and Emeritus Profes sor of Economics, 
Iowa State University; member of the Iowa Bar.
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 9  Id.
 10 Ltr. Rul. 201202028, Dec. 30, 2011 (the rate reference to 26 
U.S.C. § 1401 was not relevant in determining the application of 
the statutory language).  
 11  Pub. L. No. 112-96, 112th Cong., 2d Sess. (2012).
 12  Id.
 13  I.R.C. § 168(k).
 14  I.R.C. § 41.
 15  I.R.C. § 164(b)(5).
 16  I.R.C. § 135.
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by Neil E. Harl
 The Agricultural Law Press is honored to publish the 
completely revised and updated 16th Edition of Dr. Neil E. Harl’s 
excellent guide for farmers and ranchers who want to make the 
most of the state and federal income and estate tax laws to assure 
the	least	expensive	and	most	efficient	transfer	of	their	estates	to	
their children and heirs.  This book contains detailed advice on 
assuring worry-free retirement years, using wills, trusts, insurance 
and outside investments as estate planning tools, ways to save 
on estate settlement costs, and an approach to setting up a plan 
that will eliminate arguments and friction in the family. Federal 
estate taxation has undergone great changes in recent years and 
this book sorts out these changes for you in a concise manner. 
FEBP also includes discussion of employment taxes, formation 
and advantages of use of business entities, federal farm payments, 
state laws on corporate ownership of farm land, federal gift tax 
law, annuities, installment obligations, charitable deductions, all 
with	an	eye	to	the	least	expensive	and	most	efficient	transfer	of	
the farm to heirs.
 Softcover 454 pages - $35.00; mention this ad and receive 
free shipping.
 We also offer an eBook version of Farm Estate and Business 
Planning, for the lower price of $25.00. The digital version is 
designed for use on all eBook readers’ formats. Please specify your 
reader when you order an eBook version.  A PDF version is also 
available for computer use at $25.00.
 Print and digital copies can be ordered directly from the Press 
by sending a check for $35 (print version) or $25 (eBook or PDF 
version) to Agricultural Law Press, 127 Young Rd., Kelso, WA 
98626. Please include your e-mail address if ordering the eBook 
or	PDF	version	and	the	digital	file	will	be	e-mailed	to	you.
 Credit card purchases can be made by calling Robert at 360-200-
5666 in Kelso, WA or online at www.agrilawpress.com
 For more information, contact robert@agrilawpress.com.
Extension for the rest of 2012
 In early 2012, attention was focused on the fate of the provision 
for the last 10-months of 2012 with extension of the tax reduction 
for employees sought through December 31, 2012. The Middle 
Class Tax Relief and Job Creation Act of 201211 was passed and 
signed into law on February 22, 2012. The legislation extended 
the payroll reduction provision through December 31, 2012, with 
some changes from the Act authorizing the two-month reduction 
which ran through February 29, 2012.12
 Under the extension legislation, individuals who receive wages 
and salaries pay OASDI taxes at a rate of 4.2 percent  with self-
employed individuals paying 10.4 percent for all of 2012, up to the 
earnings cap of $110,100. Taxpayers earning more than $110,100 
benefit	from	the	two	percentage	point	reduction	up	to	$110,100.	
Workers	under	the	Railroad	Retirement	System		also	benefit	from	
a similar reduction in 2012 (as they did in 2011) with respect to 
the reduction of the rate of withholding from 6.2 percent to 4.2 
percent. 
 In an important change, however, the extension legislation 
repealed the recapture provision in the earlier bill that reduced the 
payroll tax for January and February of 2012. The enactment of the 
recapture provision was intended to apply to individuals receiving 
more than $18,350 in remuneration in January and February of 
2012 and would have been payable in 2013 when the 2012 income 
tax	returns	were	filed	for	2012.	
 Note that the employers’ shares of OASDI taxes were not 
reduced and remain at 6.2 percent for the entire 2012 year. 
 The extension legislation dropped several popular provisions 
from the bill including 100 percent “bonus” depreciation for 2012,13 
the research credit,14 the state and local sales tax or state and local 
income deduction15 and the higher education tuition deduction16 
among others. 
ENDNOTES
 1  Temporary Payroll Tax Cut Continuation Act of 2011, Pub. 
L. No. 112-78, § 101, enacted December 23, 2011. See Notice 
1036 (rev. Dec. 2011)  (tax withholding tables) -- 4.2 percent on 
$110,100 plus 1.45 percent for Medicare tax). See generally 5 
Harl, Agricultural Law § 36.02[1] (2012); 2 Harl, Farm Income 
Tax Manual § 8.01[1][b][v] (2012 ed.).
 2  Tax Relief, Unemployment Insurance Reauthorization, and 
Job Creation Act of 2010, Pub. L. No. 111-312, § 601, amending 
I.R.C. §§ 1401(a), 3101(a), 124 Stat. 3301 (2010). See Harl, “The 
Tax Relief, Unemployment Insurance Reauthorization, and Job 
Creation Act of 2010 (Pub. L. No. 111-312),” 22 Agric. L. Dig. 1, 
2 (2011).
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